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SUMMARY

Staff has prepared the attached analysis and recommended position on the following measure for
the Board’ s consideration:

Bill Number Author Subject

AB 12X Runner Rule of 85
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Assembly Bill 12X Runner, Introduced 1/19/99 (Extraordinary Session)
Position: Support (Staff Recommendation)

Proponents: None known

Opponents: None known

SUMMARY

AB 12X creates the “Rule of 85", which permits a member of the California State Teachers
Retirement System (CalSTRY) to retire for service on or after July 1, 2000 at age 55 years or any
older age without any age-related allowance reduction, if the sum of the member's age and
credited service is at least 85. The option would be available to a member only if the member’s
employer, by formal action, made specified determinations and paid both the actuarial difference
between the allowances payable under this bill and the allowances payable under current law, and
CalSTRS related administrative costs.

HISTORY

This bill is identical to SB 39 (Baca) which was introduced in the current Regular Session. The
Board adopted a Support position on that bill.

In addition, smilar legidation has been introduced six times in the last decade. AB 3271 (Filante)
of 1988, AB 122 (Filante) of 1989, AB 276 (Filante) of 1991, and AB 49 (Horcher) of 1993 were
al vetoed. AB 1463 (Horcher) of 1995 failed passage in committee. The most recent attempt,
AB 88 (Baca) of 1998 passed the Legislature. However, the Governor again vetoed the bill.

CURRENT PRACTICE

The normal retirement age under CalSTRS Defined Benefit Program is age 60. Current law
allows a member with a minimum of five years of credited service to retire at age 55 with a
reduction in the member’s retirement alowance. If a member retires earlier than age 60, the
retirement allowance is reduced by one-half of one percent for each month the member is under
age 60. A member can retire as early as age 50 with 30 years of credited service. If a member
retires earlier than age 55, the alowance is further reduced by one-quarter of one percent for each
month the member is under age 55. At age 60, the member receives an alowance equa to 2
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percent of final compensation per year of credited service. For service retirements that are
effective on or after January 1, 1999, the “age factor” increases .033 percent per additional
guarter of age over 60 from 2.0 percent at age 60 to 2.4 percent at age 63, resulting in the
following age factors:

Ageb6l................ 2.133 percent
Ageb2................ 2.267 percent
Age63................ 2.400 percent

An additional allowance of two-tenth of 1 percent of final compensation for each year of credited
service, up to a maximum age factor and career bonus of 2.4 percent, is also payable to members
who have earned 30 years of credited service and who retire on or after January 1, 1999.

DISCUSSION

AB12X adds an additiona early retirement incentive for members retiring at or over age 55, with
no reduction in the age 60 age factor. In order to take this early retirement incentive, the member
must meet the following conditions:

The member must be at least 55 years old, athough the governing board of the employing
district could set a higher minimum age

The sum of the member’s age and years of service must equal or exceed 85

The member must retire within 60 days and 120 days of the governing board's formal action

In addition to these conditions, AB12X requires the school board, county superintendent of
schools, or community college district (employer) to:

Transmit to CalSTRS the actuarial equivalent of the resulting increased allowance, including
the actuarial equivalent of the resulting increased payments from the Supplemental Benefit
Maintenance Account, as determined by the CalSTRS Board

Pay CalSTRS administrative costs

Consider the number of teachers available to fill positions being vacated by teachers retiring
under this bill

Certify that the net effect of the formal action results in no costs to CaSTRS, the district, the
county superintendent of schools, or the General Fund

Demonstrate either projected savings or the retention of certificated employees in teacher
shortage areas, subject to review by Superintendent of Public Instruction

The member would receive a retirement allowance equal to 2 percent of final compensation per
year of service, regardless of the member’s age at retirement. In addition, if the member had at
least 30 years of credited service, the retirement allowance received by the member under this hill
would reflect the .2 percent career bonus.
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Unlike in previous years when similar legidation was considered, the age factor provided under
this bill would not be the maximum age factor payable to a member. Members who retire after age
60 could, under current law, earn a retirement benefit that is higher than the allowance payable
under this bill, because the maximum age factor is now 2.4 percent, rather than 2 percent.
Consequently, the impact of this bill on future retirement behavior could be lower than would
have occurred in prior years.

The hill requires some technical amendments to remove references to Education Code Section
24414, which was repealed in 1998.

FISCAL IMPACT

Benefit program — Because AB12X requires employers to reimburse CalSTRS for any cost
incurred, this bill would not result in any increased net program costs to CaSTRS. The cost of
the bill to employers would depend on the age, service credit and final compensation of
participating employees. For example, an early retirement under this bill by a 56 year old teacher
with 29 years of credited service, and with an average final compensation of $4,300 per month,
would cost the employer $106,000. As of June 30, 1998, there were approximately 15,347
members between the ages of 55 and 59 who met the age and service criteria specified in this bill.
If all employers elected to offer this benefit and all of the currently eligible members decided to
take advantage of this benefit, the estimated cost to employers statewide would be $700 million.
With al of the conditions required of the employer to offer this option, however, even a 10
percent participation rate should be considered unlikely. Regardless of the cost to employers to
offer this benefit, the legidation requires, as a condition to offering the benefit, that the employer
certify that projected savings offset this cost, unless the benefit would result in a retention of
teachers in teacher shortage disciplines.

Administrative — The bill requires that employers offering this aternative reimburse CalSTRS for
any administrative costs the System may incur. Because the cost to employers for this early
retirement incentive could be substantially higher than the cost of other early retirement programs
that were offered in the past, it isn't clear what the level of employer participation would be.
Consequently, any initial CaSTRS implementation costs would be kept to a minimum in order to
ensure that CalSTRS is reimbursed for all of its costs, as required by the bill.

RECOMMENDED POSITION

Staff recommends a Support position on AB12X because it provides an enhanced retirement
benefit to CalSTRS members that is appropriately funded. The bill also gives school districts an
additional tool to manage their work force. A Support position on this bill would be consistent
with the Board' s support of SB 39 (Baca) at the February 4™ Board Meeting.
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STATE TEACHERS RETIREMENT SYSTEM

LEGISLATIVE SUMMARY - REGULAR BOARD

1999-2000 Regular Session — February 11, 1999

BILL NO. >>> STATUS <L

AB 81

AB 12X

AUTHOR:  Cunneen

TITLE: Earnings limit for math and science teachers
AMENDED: 2/4/99

LOCATION: Assembly Revenue and Taxation
POSITION:  Support*

SUMMARY: Exempts retired teachers hired by school district to teach high
school math or science from the earnings limit

COSTS: Benefit program — No material effect on benefits
Administrative — Absorbable within existing resources

P—CTA, Semiconductor Equipment Materials International (Sponsor)
O — None known

AUTHOR:  Runner

TITLE: Rule of 85

LOCATION: Assembly Rules

BOARD POSITION:  Support (Staff Recommendation)

SUMMARY': 2% age factor for members who are at least age 55 and retire with
age plus service credit equal to 85, subject to employer option and payment

COSTS: Benefit program--Reimbursable cost depends on employer
participation
Administrative--Reimbursable cost depends on  employer
participation

P — None known
O — None known

* Approved by the Board Page 1
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STATE TEACHERS RETIREMENT SYSTEM
LEGISLATIVE SUMMARY - REGULAR BOARD
1999-2000 Regular Session — February 11, 1999

BILL NO. >>> STATUS <L

SB 39 AUTHOR: Baca
TITLE: Rule of 85
LOCATION: Senate PE&R
BOARD POSITION:  Support*

SUMMARY: 2% age factor for members who are at least age 55 and retire with
age plus service credit equal to 85, subject to employer option and payment

COST: Benefit program--Reimbursable cost depends on employer
participation
Administrative --Reimbursable cost depends on employer
participation

P—CTA (Sponsor)
O — None known

SB 105 AUTHOR:  Burton
TITLE: CaSTRS and CaPERS: Northern Ireland Investments
LOCATION: Senate PE&R
BOARD POSITION:  Support, If Amended*

SUMMARY': Requires annual report on corporations that CalSTRS and CalPERS
invests in and operate in Northern Ireland, and CalSTRS and CaPERS support for
shareholder resolutions encouraging affirmative action in Northern Ireland

COST: Administrative cost--Under $15,000 annually

P—CSEA, CTA (Sponsor)
O — None known

* Approved by the Board Page 2
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STATE TEACHERS RETIREMENT SYSTEM
LEGISLATIVE SUMMARY - REGULAR BOARD
1999-2000 Regular Session — February 11, 1999

BILL NO. >>> STATUS <L

SB 159 AUTHOR:  Johnston
TITLE: Health care benefits for CalSTRS members
LOCATION: Senate PE&R
BOARD POSITION: Sponsor*

SUMMARY: Requires Teachers Retirement Board to administer a program to
provide health care benefits to members and participants of the State Teachers
Retirement System and to their beneficiaries, children, and dependent parents, as
specified

COST: To be determined in consultant study

P — Ca STRS (Sponsor)
O — None known

Revised 2/24/99 1:18 PM

* Approved by the Board Page 3
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L EGEND OF ABBREVIATIONS

P=PROPONENTS O =OPPONENTS

ABBREVIATION ORGANIZATION

AALA
ACCCA
ACSA
AFSCME
AFT
AGENCY
ART
BOE
BOG
Cal-Tax
CdPERS
CdPIRG
CalSTRS
CASBO
CCA
CCAE
CCC
CFA
CFT
CPCA
CPFFA
CPOA
CRTA
CSAC
CSBA
CSEA
CSL

CsuU
CTA
DOE
DOF
DGS
DPA
FACCC
FCPHE
FTB
LADSA
LAUSD
OCDE

Associated Administrators of Los Angeles

March 4, 1999
Page 1

Association of California Community College Administrators

Association of California School Administrators

American Association of State, County and Municipa Employees

American Federation of Teachers

State and Consumer Services Agency
Association of Retired Teachers

Board of Equalization

Board of Governors, California Community Colleges
California Taxpayers Association

California Public Employees Retirement System
Cdifornia Public Interest Research Group
Cdifornia State Teachers Retirement System
California Association of School Business Officers
Community College Association

Cdifornia Council for Adult Education
California Community Colleges

California Faculty Association

California Federation of Teachers

California Police Chiefs Association

California Professiona Firefighters Association
California Peace Officers Association
California Retired Teachers Association
California State Association of Counties
California School Boards Association
California School Employees Association
Cdifornia Senior Legidature

California State University

California Teachers Association

Department of Education

Department of Finance

Department of General Services

Department of Personnel Administration
Faculty Association of California Community Colleges
Faculty Coalition for Public Higher Education
Franchise Tax Board

Los Angeles Deputy Sheriffs Association

Los Angeles Unified School District

Orange County Department of Education
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L EGEN D OF ABBREVIATIONS
P=PROPONENTS O = OPPONENTS

ABBREVIATION ORGANIZATION

PARS Public Agency Retirement System

PERF Public Employees Retirement Fund

RPEA Retired Public Employees Association
SACRS State Association of County Retirement Systems
SBMA Supplemental Benefit Maintenance Account
SDCOE San Diego County Office of Education
SEIU Service Employees International Union
SLC State Lands Commission

SSC School Services of Cdlifornia

SSDA Small School Districts Association

START State Teachers' Automation Redesign Team
TRB Teachers Retirement Board

TRF Teachers Retirement Fund

TRL Teachers Retirement Law

UTLA United Teachers of Los Angeles

STANDING COMMITTEESOF THE ASSEMBL Y/SENATE

Assembly PER&SS Assembly Public Employees, Retirement and Social Security
Senate PE& R Senate Public Employment and Retirement



